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1956

EC 56-802

THE NEBRASKA TAX SITUATION--A DISCUSSION GUIDE
by
Norris J. Anderson, Everett E. Petersen
Hugo Sieler
When America was young, only certain specified classes of property were subject to
taxation. Real estate was taxed at rates per acre specified by law. There were fewer
classes of property and some of those were exempt from taxation. Administrative procedures were simple. As the economy of the nation became more complex the property
tax became more difficult to administer. New classes of property, including intangibles,
have created new problems in administration. Fluctuating prices made valuation and
assessment procedures extremely difficult. There are tax authorities who now believe
that the property tax is unworkable in our present complex economy.
Befo. 1921 Nebraska law provided for the assessment of all tangible property at 20
percen{ ~actual" value. In 1921 the Nebraska Legislature changed the law to require
I'
'
assesprnent
of all t~ible property at 100 percent or full value. From 1921 to 1953 unusual r1c e fluctuat~ns occurred in property. In general, assessed valuation was not adjust --suffic,i~tly t.g keep pace with these price changes. In the decade 1930-1~40 farm
real estate ~s a ""essed at 150 to 180 percent of the prevailing market price. By 19481952 the a~ss~t ratio had declined to a range of from 20 to 60 percent of the new mark t level. CWhis ~~that while assessed valuation remained relatively ~teady, land prices
f{ad gone~. d~ m~yto the stimulusof wartime prices for livestock and farm products.
On ~uar~ 9,.&953, the Nebraska Supreme Court announced a decision in the Lewis
:fn vs. St~ Board of Equalization case calling attention to the la\V reql1iring assessment at 100 _grrcent of full value in the current market. -This decision served notice on
public offic ~ s that all tangible property must be assessed at the level prescribed by law.
Soon thereafter the Nebraska Legislature enacted the new {1953) Assessment Law which
legalized assessment of all tangible taxable property at 50 percent of actual value.
Importance of Property Taxation
Property taxation is the principal source of revenue for local government in Nebraska,
and also a contributing source for the support of state government. In 1955, 48 percent
of property· tax revenue in Nebraska went to local school districts; 18 percent to state
government, 16 percent to cities and villages; and 16 percent to county government. The
remainder, 2 p rcent, was divided among minor local subdivisions, such as townships ,
rur 1 fire dist:fict,s, and drainage districts.
Property tax law is administered under the general supervision of the State Tax Commissione and the State Board of Equalization. The Tax Commissioner is appointed by
t He G,over~r fo r ·a ' term of six years. The State Board of Equalization consists of the
Gove-rnor as Chair,Trj-an, the State Auditor, State Treasurer, Secretary of State, and the
Tax Commissioner. This Board is expected to obtain uniform and equitable assessment
of all class es of tangible property among all 93 counties. The Board's responsibility, in
addition to equal1~-fion, involves assessment of airlines and railroad property, administration of thJ F:r
hise Tax, and determination of assessment schedules for all makes
and mude1s ofaut9mubiles, trucks, and other mise eUai:J.eous classes of property not assessed at local levels f government. In short, the Tax Commissioner and the Board of Equa~
lizat wn are #ad respom.,;ible oy state law for exercising general superVlsion over the administ ation o'f property taxation at the state level. Specific enforcement measures are
not clea specifically stated in the law, yet general supervision clearly is contemplated by the law.
Constitutional Law
Constitutional Provisions-- Revenue:
The. state constitution contains the following provisions for taxation, Article VIII, Sections 1, lA, and Section 10:
Section 1: "The necessary revenue of the state and its governmental subdivisions shall
be raised by taxation in such manner as the Legislature may direct. Taxes shall be levied
by valuation uniformly and proportionately upon all tangible prope:r_-ty and franch.ises, except that the Legislature may provide for a different method of taxmg motor veh1cles provided that such tax proceeds from motor vehicles taxed in each county shall be allocated
to the state, counties, townships, cities, villages, and school districts of such county in
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the same proportion that the levy of each bears to the total levy of said countyon personal
tangible property. The Legislature may prescribe standards and methods for the determination of the value of real or other tangible property at uniform and proportionate values.
Taxes uniform as to class may be levied by valuation upon all other property. Taxes, other
than property taxes, may be authorized by law. Existing revenue laws · shall continue in
effect until changed by the Legislature." (Effective, December 2, 1954.)
Section lA: "When a general sales tax, or an income tax, or a combination of a general sales tax and income tax is adopted by the Legislature as a method of raising revenue,
the state shall be prohibited from levying a property tax for state purposes. " (Effective,
December 2, 1954.)
Section 10: "Notwithstanding the other provisions of Article VIII, the Legislature is
authorized to substitute a basis other than valuation for taxes upon grain and seed produced
or hauled in this state. Existing revenue laws not inconsistent with the Constitution shall
continue in effect until changed by the Legislature.'' (Effective, December, 1956.)
Current Tax Problems in Nebraska
Because ~tate_g(;)vernment.obtains revenue from property taxation, it becomes necessary
to make an effort to obtain statewide "uniformity" in the assessment of all tangible property.
Uniformity is exceedingly difficult to attain. There are many reasons for this difficulty(!) There are widely varying opinions concerning "value". Nebraska has 93 counties and
therefore 93 county assessors and county boards of equalization. In the more densely
populated counties the assessor's office uses from 25 to 100 deputies during the assessment
season. In this highly decentralized system of administration, uniformity in assessment
is difficult to get.
Value is always difficult to determine, but particularly so in periods of fluctuating
prices. Too, value varies geographically and seasonally, even within the same class of
property. Farm tractors of the same make and model are not worth the same money on all.
farms. Yet, the prevailing uniform assessment policy assumes uniformity in value of the
property assessed. In the assessment of farm real estate, as in other property, uniformity may be carried too far. Uniform assessment sometimes means that unproductive land
is over-assessed, and the better land is under-assessed.
There are revenue problems at local levels as well as in state government. Population
is growing. Public · school facilities are in need of expansion. More government services
of various kinds are being demanded. Should additional revenue be drawn from the property tax, or should the additional revenue come from other sources? This is one of the
crucial problems.
There are administrative problems too. Better administration of tax law is currently
being requested by the Legislature. So far, the suggestions for change have not been specific. Some of the questions that remain unanswered are as follows: (1) What is the
proper division of authority between state and local government in the administration· of
property taxation? If property taxation is administered mainly at the county level, statewide uniformity in assessment is hard to attain. On the other hand, if tax law is administered.mainly at the state level, how would adjustments for variations in local values be
made, and by whom? (2) Should county assessors be elected or appointed? Under which
method could better administration be obtained? The county assessor has techni cal and
exceedingly difficult responsibilities. Iowa's system provides for appointment at the local
level, on a merit basis, with eligibility for appointment determined at the state level.
(3) Should the county board of commissioners serve also as the county board of equalization, or should there be an especl.ally appointed county board of equalization of five or
sev"en members, appointed to represent school districts, county government , town and
city units of government, and other local subdivisions? This is being done in some other
states. (4) How much authority over local assessments should state authorities exercise?
Would centralized authority be advisable?
Basic Weaknesses in the Property Tax
In view of the current emphasis on stronger administration, it is well to recogniz~
fundamental weaknesses which are built into the property tax and which therefore cannot
be easily or quickly overcome merely by changing administrative procedures. These
problems have roots in basic, or internal, weaknesses in the property tax. One basic
weakness is that property taxes paid in any one year ·do not vary directly with the income
and taxpaying ability of taxpayers. Instead, property taxes fall on the taxpayers with relatively constant weight every year regardless of fluctuations in income. This defect in the
property tax is especially serious in agricultural states like Nebraska where due to drought
or other uncontrollable causes, income may fluctuate sharply from year to year.
Another basic weakness is that all tangible taxable property is treated as a single class
and taxed according to the same standard, namely, 50 percent of full "actual" value. Yet
the owners of various classes of property are not equally able to carry a tax load. Some

kinds of taxable property produce monetary income. There are other cla.sses .from which
there is no apparent income. Widely var~ring kirids of property should not be treated alike
for tax purposes. To attempt to solve probl-ems arising from these differences merely by
exempting certain classes of non-income property either in whole or in part, rriay only
complicate the situation. Once a policy of granting exemptions is started there is no clearcut stopping place. Also, exemptions tend to create as much new inequity as they cure.
Intangible property, suc.h as stoc):{s and bonds, are very seldom taxeri adequately by · means of the property tax alone. Attempts to obtain an equitable assessment of intangible
property have generally failed in all states relying solely on the property tax. Lower rates
of taxation on intangibles provide an incentive to the owner to place his intangibles on the
tax rolls. However, it is acknowledged that getting intangible property on the tax rolls by
promising lower rates of taxation does not assure equitable assessment of all taxable
property.
Benefits of government go to persons, not to property. In other states the property
tax is recognized as something less than a completely satisfactory method of distributing
the tax load among persons receiving benefits .irom state and local government. In all
communities there are substantial numbers of people who receive benefits from government but who pay relatively little property tax.
Policy Problems in the Current Tax Situation
The property tax alonE: does not provide a tax base sufficiently broad to get an equitable distribution of the cost of state and local government. Owners of real estate, both
city and farm real estate, are now carrying a larger share of the cost of the state and
local government than ever before. In 1953, under the new 50 percent assessment law,
farm and city real estate represented approximately 70 percent of total assessed valu ation. All the states adjoining Nebraska have recognized the need for a broader tax base
and accordingly have enacted either a sales tax or an income tax, or both, as substantial
replacement sources for the property tax.
Requirements~~

Sound Tax System

A good tax system should distribute the cost of government with reasonable fairness
among all people who receive benefits from government services and who have tax-paying ability. Furthermore, a good tax system should be readily understood by the taxpaying public. It should be relatively easyto administer, so administrative complications
do not develop too frequently or too easily. A good tax system should provide adequately
for the revenue needs of state and local government. Not only are sufficient amounts of
revenue necessary but there should be enough flexibility in the tax system to meet changing situations.
A tax system should be sufficiently broad to reach all groups (or segments) in the total
population. All perso11S share in the benefits of government. Nearly all persons receiving
benefits have at least some tax-paying ability. This means that all segments of the popuLation should contribute m some measure to the support of government. Widespread distribution of the financial responsibility for government helps inspire good citizenship.
No single form of taxation alone constitutes a tax "system". The property tax is no
exception. In order that a tax "system" may have width and breadth enough to reach all
segments of the population, iis scope must be broad. Th1s means that to get necessary
breadth in the distribution of government costs, several forms oftaxation should be integrated into a "system" of taxation. There are more reasons, too, for spreading the responsibility over several forms of taxation. All forms of taxation fall short of perfection.
The property tax has numerous fundamental weaknesses, previously referred tom th1::s
circular. Other taxes have their weaknesses Because of basic weaknesses in all forms
of taxationitbecomesnecessaryto avoidrelyingtoo heavily on anyone. Hence, the strongest tax "systems' ' are those which avoid too much concentration on a single form of taxation. In this mid-twentieth century complex economy the property tax is less capable of
meeting the requirements of a sound tax system than it was 25 or 50 years ago.
The elements of strength and weakness in the various forms of taxation may well be
studied and discussed by citizens in public discussion groups. All viewpoints are needed;
each can contribute to the building of a stronger tax system. The equitability of a system
will be determined by its breadth and the degree of fairness with which all earning groups
within the population are contributing to the support of government.
Advantages and

pisadv~tages

of Each Principal Form of Taxation

The strength and weakness of each of the following major forms of taxation are listed
in an attempt to encourage public discussion. The enumeration of advantages and disadvantages which follows is not necessarily complete. The reader is invited to suggest
additional pros and cons which in his (or her) opinion should receive consideration.

The Property Tax:
--Advantages:1. The property tax is an established part of the present system. The mill levy on
property can be changed from year to year to bring in needed revenue.
2. This form of taxation lends stability to the revenue system .
Disadvantages:
1 . Property ownership is not always a measure of benefits received from state and
local government, nor is it necessarily an indicator of tax-paying ability .
2. The property tax is hard to administer, especially in states where statewide
uniformity in the assessment of all tangible property is required by law.
The Sales Tax:

-~Advantages:

1. A general retail sales tax would reach every family and thus obtain the widest
possible sharing of the responsibility for contributing to the support of government.
2. It is a convenient and relatively painless form of taxation, because the taxpayer
makes only a small tax payment at a time and has opportunity to spread his payments
over the entire year.
Disadvantages:
1. This form of taxation takes a larger percent of the lncome of people with small
earnings than of people with 'large earnings .
2. The revenue of a sales tax is subject to fluctuation from year to year .
State Income Tax:
~dvantage--s;-

1. An income tax does not burden taxpayers in years of low income, because tax
liability diminishes as income falls.
2. The income tax may be used as a progressive form of taxation to offset the
tendency in the property tax and the retail sales tax, both, to fall more heavily on
lower income people.
Dis advantages:
1. As a source of revenue within states, the income tax lacks the stability of the
property tax.
2. A steeply graduated scale in the tax rate of an income tax may discourage individual initiative.
Questions for Disc;ussion
What is the meaning of a "good tax system"?
Point out the strongest features of the property tax. The principal weaknesses.
3. Indicate the proper division of autho:r:ity between state and local government in the administration of property taxation. Which duties should be performed by state government,
and which by local subdivisions?
4. What are the principal elements of strength in a general retail sales tax? The major
weaknesses?
5. Do the elements of strength in an income tax offset ·the weaknesses?
6. Does the use of income taxation by the federal government mal{e its use by state govern'ment inadvisable? Why, or why not?
7. Is the present Nebraska tax system adequate for obtaining a fair distribution of the cost
of state and local government?
8. When is a tax system truly a "system"?
9. Point out the advantages and disadvantages of eliminating statewide uniformity in the
assessment of all tangible property.
10. What changes in tax policy and administrative procedures should be made in order to
get a fair and equitable assessment of intangible property?
1.
2.
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